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- The Net Asset Value (NAV) of the Fund has increased at an annual compounded rate of return of 12.7% since its inception in March 1992 


(after deducting the provision for performance fees). 
+ The Fund has realized $41.2 million in net capital gains since inception. 
- Distributions since inception have totaled $46.1 million or $10.36 per unit. 
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The Fund realized an $11.0 million 


capital gain from the sale of shares 


and warrants of Neurocrine 


Biosciences in 2001. In total the 


Fund realized $12.2 million in 


capital gains in Neurocrine from 


an investment of $1.8 million. 


Securing ongoing financing for 

emerging companies in the 

health care & biotechnology sec- 
tor remained challenging through- 
out 2001. Companies that were able 
to secure financing were generally com- 
pleted at lower valuations, which reflected 
the overall financing environment for both public and pri- 
vate companies. Although the long term prospects for the 
health care and biotechnology sector remain very strong, 
the short term reality of limited access to financial markets 
has put pressure on the industry and valuations have fall- 
en as a result. 


Looking forward the manager of the Fund continues to look 
for liquidity events for the private companies and an order- 
ly disposition of the public companies within the portfolio. 
Currently, financial markets are not receptive for initial 
public offerings (IPO’s) and valuations for companies in 
many sectors of the economy, including the health care 
and biotechnology sectors, have been under pressure. As 
confidence in the economy grows and the financial mar- 
kets rebound, the Fund will look for opportunities to liqui- 
date the portfolio to maximize unitholder value. 


The Fund will continue with the orderly winding up of its 
affairs with the intention of divesting substantially all of 
its assets and distributing the net cash proceeds realized 
from the sale of such assets to Unitholders on or before 


February 28, 2004. In the event the divestment and dis- 
tribution of assets is completed prior to February 28, 2004 
then the Fund will be wound up at that time. 


During 2001 a number of the Fund's portfolio companies 
were able to achieve significant milestones both in terms of 
moving their products forward through clinical trials and 
achieving record revenues for products that are currently 
in the market. Highlights for portfolio companies included: 
Acorda Therapeutics completed two Phase II clinical stud- 
ies using Fampridine-SR to treat chronic Spinal Cord Injury 
(SCI) patients and Multiple Sclerosis (MS) patients; 
Celgene achieved revenues of $82 million U.S. in 2001 up 
31% over 2000 and Focalin™ was approved by the Food 
and Drug Administration (FDA) in the fourth quarter of 
2001 for the treatment of attention deficit disorder/atten- 
tion hyperactivity disorder (ADD/ADHD); 

Ciphergen Biosystems increased revenues 113% in 2001 
rising to $19.0 million U.S. and announced a number of 
collaborations which included Beckman Coulter, Pfizer 
and Invitrogen; 

Drug Royalty Corporation's royalty revenue increased to 
$19.3 million in fiscal 2001 versus $18.2 million in 2000 
and net earnings increased 57% to $6.3 million. Drug 
Royalty was acquired by Inwest Investments in April 2002 
for $133 million; 


GlycoDesign began Phase II clinical trials for GDO039 the 
company's lead anti-cancer drug, for the treatment of 
metastatic renal cancer; 

Hemosol began two Phase II clinical studies for its lead oxygen 
therapeutic, Hemolink”™ in primary Cardiac Bypass Grafting 
Surgery and repeat heart surgery CABG. The studies will 
include a total of 340 patients in 40 centres; 

MDS Proteomics announced two partnership agreements 
with IBM and Abgenix, opened a 52,000 square foot fully 
operational large-scale proteomic research complex and 
made significant advances in determining the function of 
a large number of human proteins and entered two drug 
targets into pre-clinical development; 

Synaptic Pharmaceutical Corporation raised $41.0 mil- 
lion U.S. in a private financing and filed an Investigational 
New Drug (IND) application with the FDA to begin clinical 
trials with a drug to treat depression; 

Systems Xcellence reported that revenues increased 
39.8% to $27.7 million for the nine month period ended 
November 30, 2001; 

Telik raised $30.0 million U.S. in a public offering and initi- 
ated three Phase Il clinical trials with TLK286 for the 
treatment of advanced non-small cell lung cancer, col- 
orectal cancer and ovarian cancer; 

Tm Bioscience’s Universal Array Technology was 
launched in partnership with Luminex’s proprietary xMAP 
platform which is capable of analyzing hundreds of thou- 
sands of genotypes per day. 
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*Distribution 


On February 14, 2002, the Fund made a distribution of 
$13.4 million or $3.00 per trust unit to Unitholders of 


” record on December 31, 2001. The $13.4 million distribu- 


n consisted of $12.2 million ($2.73 per trust unit) in 
apital gains and $1.2 million ($0.27 per trust unit) in 
return of capital. For income tax purposes this distribu- 
tion pertains to the 2001 taxation year. Since the Fund's 
inception, total distributions to unitholders have exceed- 
ed $46 million. 


Wind up and Incentive Fee 


In May 2001 the Fund announced the extension to the 
term of the Fund for two years, from February 28, 2002 to 
February 28, 2004. The Fund will continue with the order- 


ly winding up of its affairs with the intention of divesting 
substantially all of its assets and distributing the net 
cash proceeds realized from the sale of such assets to 
Unitholders on or before February 28, 2004. In the event 
the divestment and distribution of assets is completed 
prior to February 28, 2004 then the Fund will be wound 
up at that time. 


MDS Capital Corp., as Manager of the Fund, is entitled 
under the terms and conditions of the management 
agreement to receive an incentive fee equal to 20% of 
cash available for distribution after an amount equal to 
the paid-up subscriptions for the Trust Units plus man- 
agement fees charged has been paid to Unitholders. 
During 2001 distributions to Unitholders exceeded this 
threshold, accordingly the Fund paid an incentive fee of 


Certificate of Net Asset Value 
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Pursuant to the Fund’s Declaration of Trust, the Board of 
Trustees has determined, in good faith, a Net Asset Value 
of the trust property at December 31, 2001 of $19.8 mil- 
lion or $4.43 per Trust Unit. (This amount does not 
include the distributions of $46.1 million paid to unithold- 
ers for 2001, 2000, 1997, 1996 and 1995.) Such value 
has been established as follows: 


1. the value of cash on hand or on deposit, amounts 
receivable, prepaid expenses, accounts payable and 
accrued liabilities have been included at their face 
amounts. 


2. the value of any security which is listed or traded on a 
stock exchange and any related warrants have been 
determined based on the latest available sales price. 


3. the value of any security or property for which no price 
quotation is available has been determined giving con- 
sideration to the following: 


A. in early stages of development, venture capital 
investments will typically be valued based on 
their original cost to the Fund. Where perform- 
ance of an investment varies adversely from the 
Funds expectation, it is written down to net real- 
izable value where appropriate. 


B. the trustees may consider, as a basis of valua- 
tion, any known actual third-party transactions 
in the securities of the ventures in which the 
Fund has invested. 


4. the liabilities of the Fund have been determined in accor- 
dance with generally accepted accounting principles. 


MDS Capital Corp., as Manager of the Fund, is entitled 
(under the terms and conditions of the management 
agreement) to receive an incentive fee. Future changes 
in the Fund’s value will increase or decrease the total 


$2.5 million to MDS Capital Corp. for 2001. The total 
amount of the incentive fee, which will ultimately be paid 
to the Manager, is currently not determinable because of 
potential future changes in the Fund’s value. The calcula- 
tion of the Net Asset Value takes into account a provision 
for incentive fees that may be paid. The provision for 
incentive fees at December 31, 2001 was $5.0 million or 
$1.14 per unit. 
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Chairman and Trustee Trustee 


incentive fee which will ultimately be paid. The calcula- 
tion of the Net Asset Value takes into account a provision 
for incentive fees that may be paid. 


Although the calculation of Net Asset Value has been 
determined by the Trustees in accordance with the provi- 
sions of the Declaration of Trust and represents the 
Trustees’ best estimate of such value, there is no assur- 
ance that such value is reflective of the actual market 
value or that such value would be obtained on a liquida- 
tion of the assets of the Fund. 
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New Treatments — 


$9.2 million currently invested in 


partner companies: 


e Acorda 

e Celgene 

e Drug Royalty 
e GenSci 

e GLYCODesign 


e Hemosol 

e Star Biotech 
e Synaptic 

e Telik 

e Triangle 

e UltraVision 


’ _ Improved Drug Discovery 


~ $4.0 million currently invested in 
partner companies: 


e Ciphergen 
e MDS Proteomics 
e Tm Bioscience 


re and life sciences will transform society through 


ind economic benefits that result will create enormous 


Lowering the Cost of 
Health Care Delivery 


$1.0 million currently invested 
in partner companies: 


e Networc 
e Redwood MicroSystems 
e Systems Xcellence 
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Acorda Therapeutics www.acorda.com 
(Current Investment: $755,000 invested) 


B ACHR © The company’s lead compound Fampridine-SR has shown functional 


improvements in patients with chronic Spinal Cord Injury (SCI) which 


is a major breakthrough for patients with this condition. 


Nanogen wWWw.nanogen.com | 

(Divested: $1.5 million invested; $5.9 million value received) 

© Developed an electronic microchip (Nanochip™) which is used to 
diagnose diseases. The advantages over current diagnostic tools are 


their accuracy, speed, versatility and cost. 


Geron Corporation www.geron.com 
(Divested: $1.4 million invested; $2.6 million value received) ; 


@ Pioneered work in Telomerase (the normal cell aging process). This 


breakthrough has enormous potential in cancer (preventing cancer 
cells from multiplying) and in the aging process (allowing normal 


cells to continue to multiply). 


Neurocrine Bioscience www.neurocrine.com 

(Divested: $1.8 million invested; $14.0 million value received) 

@ Built a broad-based technology platform company with advanced 
clinical development programs in Insomnia, Cancer, Diabetes, 
Anxiety/Depression. 


@ The company achieved a market capitalization in excess of 


$1.5 billion U.S. 


Drug Royalty Corporation www.drugroyalty.com 

(Divested: $1.05 million invested; $2.7 million value received) 

@ Built an international royalty portfolio of high growth pharmaceutical 
products achieving royalty revenues in excess of $19.3 million and 
net earnings in excess of $6.3 million in fiscal 2001. 


@ The company was acquired by Inwest Investments in April 2002 for 


$133 million. 


Access Health 

(Divested: $3.1 million invested; $12.8 million value received) 

e Built a successful health care service company contributing to the 
reduction in health care costs by allowing patients to call 
qualified nurses for information and guidance in appropriate medical 
care, health and treatment choices and disease prevention. 

@ The company was acquired by HBOC in December 1998 for more than 


$600 million U.S. 


Hemosol www.hemosol.com 

(Current Investment: $3.1 million invested) 

© Moved their lead product Hemolink™ (hemoglobin based oxygen ther- 
apeutic) into late stage clinical trials in the United States, Canada 
and the United Kingdom. 

e Currently building a 300,000 unit facility which is the first 
commercial-scale manufacturing facility for hemoglobin based 


oxygen therapeutics in the world. 


Dura Pharmaceuticals 

(Divested: $2.1 million invested; $4.8 million value received) 

© Built a very successful respiratory-based specialty pharmaceutical 
company. 

© The company was acquired by Elan Corporation in September 2000 for 


$1.8 billion U.S. 
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e Acorda Therapeutics completed two Phase Il human clinical trials | e GLYCODesign began Phase Il clinical trials for GDO039, the company’s 
for its lead compound Fampridine-SR in chronic Spinal Cord Injury lead anti-cancer drug, for the treatment of metastatic renal cancer. 
(SCI) patients and Multiple Sclerosis (MS) patients. e Hemosol began two Phase II clinical trials for its lead oxygen ther- 

e Celgene’s lead anti-cancer drug Thalomid® sales increased 31% in apeutic, Hemolink™ in primary Coronary Artery Bypass Grafting 
2001 to $82 million U.S. and Focalin™ was approved by the FDA for Surgery (CABG) and repeat heart surgery CABG. 

the treatment of Attention Deficit Disorder/Attention Deficit e Synaptic Pharmaceutical Corporation raised $41.0 million U.S. and 
Hyperactive Disorder (ADD/ADHD) and was launched in January 2002. filed an Investigational New Drug (IND) application with the FDA, 
e Drug Royalty achieved record revenues of $19.3 million and net to begin clinical trials, for a drug to treat depression. 
earnings of $6.3 million in 2001 and was acquired by Inwest e Telik raised $30.0 million U.S. and initiated three Phase II clinical 
Investments Ltd in April 2002 for $133 million. trails for the treatment of advanced non small cell lung cancer, 


colorectal cancer and ovarian cancer. 


ee Company Area of Private/_ Country _—Original Amount Quoted Market Value Increase/ Corporate Partnerships 
Expertise Public Investment Invested March 31, 2002 (Decrease) 
Date ($) Including Dispositions in Value 
(8) (%) 
Acorda Therapeutics, Inc. Neurological Pharmaceuticals Private US. July 1998 $755,000 N/A N/A ~ Elan Corporation, Athersys Corporation 
Celgene Corporation Small Molecule Drug Development — Public US. September 1997 $691,000 $2,918,000 322% Biovail Corporation, Hoffman La Roche, Novartis Pharma, } 
’ Penn Pharmaceutical, Pharmion Corporation x 
Drug Royalty Corporation Inc. Pharmaceutical Royalties Public Canada December 1992 $1,050,000 $2,456,000 255% Amgen, Acambis plc., Amarin Corporation, Bristol-Myers Squibb, 
i Cambridge Antibody Technology, Celgene, Johnson & Johnson, > 
Phytogen Life Sciences, Peptide Therapeutics Group, Paladin | Labs, 
Pharmacia Canada, Schering Plough, Spectral lagi UttraVision Corp. 
GenSci Regeneration Sciences Inc. Bone & Tissue Regeneration Public Canada January 1997 $500,000 $56,000 (89%) DePuy, AcroMed : 
GLYCODesign Inc. Glycotherapeutics Public Canada August 1996 $1,374,000 $211,000 (85%) Leo Pharmaceuticals, Seikag: 
Hemosol Inc. Blood Substitutes Public Canada June 1992 $3,151,000 $2,271,000 (24%) , 
D Star Biotech Inc. Immunopharmaceuticals Private Canada December 1993 $634,000 N/A N/A , . aa aaa 
: Synaptic Pharmaceutical Neurological Pharmaceuticals Public US. ae “January 1993... $959,000 ; $1,524 OOo 59% BI ‘Grunenthal Gmbh, Kissei Pharmaceutical Co, 
$ Corporation ‘ PE ea m 
i Pharma, Glaxo Group Limited 
: Telik, Inc. Small Molecule Drug Discovery Public U.S. December 1995 $683,000 $2,300,000 237% Sanwa Kagaku Kenkyusho, Taiho Pharmaceutical, Teijin Ltd., Sosei Co. 
F Triangle Pharmaceuticals, Inc. Antiviral Therapeutics Public US. October 1994 $500,000 $226,000 (55%) Abbott Laboratories, Dynavax Technologies 
= 


UltraVision Corporation Contact Lens Developer/Manufacturer Public Canada May 1996 $500,000 $15,000 (97%) CIBA Vision, Optometric Services 


Acorda Therapeutics, Inc. 
ddd 


United States 


Goal To be the leader in developing therapies for spinal cord injury 
(“SCI”), multiple sclerosis (“MS”), and related central nervous system 
disorders. 


Expertise Acorda is the first company to focus on the development of 
therapies to restore function in people with spinal cord injury. The com- 
pany has multidisciplinary expertise in in-vitro, in-vivo, pre-clinical and 
clinical trial systems related to SCI and other central nervous system 
repair therapies. 


Progress e The company completed a Phase II clinical trial of 
Fampridine-SR (Sustained Release) in the second quarter of 2001. This 
study enrolled 91 people with chronic Spinal Cord Injury (SCI) at 11 lead- 
ing academic SCI centres and showed functional improvements consis- 
tent with previous studies. The company plans to begin additional clini- 
cal studies for individuals with chronic spinal cord injury in early 2002. 


@ Acorda also completed a Phase II study of Fampridine-SR in Multiple 
Sclerosis in the third quarter of 2001. Data analysis for the study is 
underway. 


e The company was awarded a National Institutes of Health Phase | 
Small Business Innovation Research grant. The $100,000 U.S. grant 
will fund research to study the repair of damaged nerves following a 
spinal cord injury. 


© During 2001, the company made a number of key additions to its 
senior management team including Harold Safferstein as Vice 
President of Business Development, Elliott Gruskin as Vice President 
of Research and Development and promoted Andrew Blight to 
Executive Vice President Research and Development. 


© Successfully completed a $39.7 million U.S. private financing in 
March 2001. 


Website: www.acorda.com 


The Fund has invested $755,000 in Acorda to date. 


Celgene Corporation 
IIDA 


United States (NASDAQ-CELG) 


Goal To employ their strong research capabilities and expertise toward 
the discovery, development and commercialization of small molecules 
for cancer and immunological diseases. 


Expertise The development and commercialization of human pharma- 
ceuticals and agrochemicals based on two broad technology platforms: 

(i) small molecule immunotherapeutic compound development; and (ii) 

bicatalytic chiral chemistry. 


Progress © Total revenues for the year ended December 31, 2001 
increased 35% to $114 million U.S. over the previous year. The net loss 
for the year was $1.9 million U.S. compared to a net loss of $16.3 mil- 
lion U.S. in 2000. 


© The company received positive results from a Phase Il clinical trial 
using Thalomid® to treat renal cell carcinoma (kidney cancer). 


@ In partnership with Roche, the company initiated two clinical studies 
to evaluate Thalomid in combination with Xeloda® for the treatment of 
colorectal cancer. 


© Biovail filed a new drug submission (NDS) with Canada’s Therapeutics 
Products Program for Celgene’s drug d-methylphenidate (d-MPH), for 
the treatment of attention deficit disorder. 


e Received an approvable letter from the U.S. Food and Drug 
Administration (FDA) for dexmethylphenidate for the treatment of 
attention deficit hyperactivity disorder. 


e Revimid™ was granted orphan drug designation by the FDA in October, 
2001. Orphan drug status entitles Celgene to seven years of market 
exclusivity in multiple myeloma for Revimid following FDA approval. 


@ Thalomid was granted orphan drug status in Europe for Multiple 
Myeloma and ENL an inflammatory condition of leprosy. Orphan drug 
status entitles Thalomid to ten years of market exclusivity in the 
European Union. 


Website: www.celgene.com 


The Fund realized a capital gain of $2.9 million on the merger of Signal 
Pharmaceuticals and Celgene. The Fund continues to hold an invest- 
ment of $1.0 million in Celgene. On March 31, 2002 the market value 
of this investment was $378,000. 


Drug Royalty Corporation Inc. canada (1s€:0R!] 
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Goal To build an international royalty portfolio of high growth pharma- 
ceutical products providing investors with the opportunity to diversify 
into the global health care industry without the inherent research, 
development, manufacturing and marketing risks. 


Expertise The company’s expertise lies in its experienced manage- 
ment team and their ability to identify royalty streams, value these roy- 
alty obligations and create innovative deal structures that are benefi- 
cial to both parties. The team has proven its expertise in negotiating and 
closing lucrative royalty agreements and has established a solid reputa- 
tion in the industry. 


Progress Drug Royalty was acquired by Inwest Investments Ltd. in 
April 2002 for $133 million, or $3.05 cash per share. The Fund invested 
$1.05 million in Drug Royalty and received $2.7 million in cash when 
Drug Royalty was acquired by Inwest Investments. 


Financial highlights for fiscal 2001 included significant growth over 2000: 
© Total revenue of $21.2 million — up 6% 

© Net earnings of $6.3 million — up 57% 

e Earnings per share of $0.16 — up 60% 

e Cash flow from operations of $16 million — up 10% 


@ The company acquired an interest in Johnson and Johnson's 
Rheumatoid Arthritis drug, Remicade®, for $7.0 million. Remicade is in 
a new class of drugs called TNF-alpha inhibitors, which have shown 
significant promise in inflammatory diseases. The drug had sales of 
$511 million U.S. for the nine months ended September 30, 2001. 


e Phytogen Life Sciences’ marketing partner, Mylan Pharmaceuticals, 
Inc., received final FDA approval for its paclitaxel injection and imme- 
diately launched its product in July 2001. Phytogen is in discussions 
with other potential marketing partners concerning worldwide devel- 
opment, registration and distribution. Drug Royalty receives a per- 
centage on all paclitaxel-related revenues from Phytogen. 


© Cambridge Antibody Technology plc (“CAT”) released positive results 
from its Phase Il clinical trial of D2E?, a drug for rheumatoid arthritis, 
being marketed by Abbott. Phase Ill results are currently being ana- 
lyzed and regulatory submission is expected in the second quarter of 
2002 with subsequent launch of the product in late 2003. Drug 
Royalty receives a royalty percentage on all revenues received by CAT. 


@ CAT announced a product development collaboration and license 
agreement with Merck & Co. for the research and development of 
products specific for a key target involved in disease mediated by HIV. 
Under the agreement, CAT will provide its proprietary human phage 
antibody library and Merck will provide proprietary technology and 
experience in HIV biology. CAT will receive an upfront fee from Merck, 
clinical development milestones and royalties on products. 
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® |n October 2001, Drug Royalty purchased a royalty interest in the 
global sales of Celgene’s Thalomid®, for $4.7 million. Thalomid is cur- 
rently involved in over 200 clinical trials looking at the drug in can- 
cer indications, primarily multiple myeloma. Thalomid functions as 
both an angiogenenis inhibitor and a TNF-alpha inhibitor. Although 
approved for a complication of leprosy, current sales are being driven 
by off-label use. 


® Acambis plc was awarded a contract totaling $428 million U.S. by the 
U.S. Centers for Disease Control for 155 million doses of its smallpox 
vaccine in November 2001. In its fight against bio-terrorism, the US 
government has identified Acambis as a key player in this arena. 
Drug Royalty receives a royalty percentage on all revenues earned 
by Acambis. 


Website: www.drugroyalty.com 


The Fund has invested $1.05 million in Drug Royalty to date. On 
March 31, 2002 the market value of this investment was $2.7 million. 


S tar B i otec h I NC. Canada (formerly BioStar Inc.) 
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Star Biotech is continuing to operate as a holding company. It is cur- 
rently looking at ways to maximize the value of its assets in other com- 
panies. 


The Fund has invested $634,000 in Star Biotech to date. 


GenSci Regeneration Sciences Inc. 
82820 


Canada (TSE:GNS) 


Goal To be the world’s leader in the commercialization of biologically- 
focused products and services for musculoskeletal repair and an inno- 
vator of new biosurgical technologies. 


Expertise GenSci through its subsidiaries designs, develops, manufac- 
tures, and markets biotechnology products in the areas of orthopedics, 
neurosurgery, and oral maxillofacial surgery. 


Progress Despite significant competitive industry pressures and 
challenges relating to a longstanding patent dispute in which the com- 
pany is a defendant, GenSci continued to post solid revenues and 
strong margins. Growth in revenues was impacted by a forced change in 
representation for its Dynagraft product line from J&J Acromed to a net- 
work of independent agents in February, 2001 and profitability was pri- 
marily impacted by increased legal expenses related to the case. The share 
price was also severely impacted by uncertainty surrounding the case. 


On October 30, 2001 the US Patent Office awarded GenSci a critical 
patent covering Dyunagraft Gel and Putty, and Orthoblast, three of the 
company's key products at issue in the legal proceedings. Because the 
patent (originally filed in 1997) was issued on the day preceding the 
jury trial, it was unfortunately disallowed into evidence and severely 
impacted the case's outcome. GenSci is in the process of filing appeals 
with the US Federal Appelate Court and feels strongly about its ability to 
have the lower court’s decision overturned. The company filed for pro- 
tection under Chapter 11 of the U.S. bankruptcy code in December 2001, 
as a result of the negative verdict in the damages phase of the patent 
infringement lawsuit with Osteotech Inc. 


Also in 2001 the company signed an $18 million research agreement 
with the University of Toronto to investigate the use of several com- 
pounds to create a new generation of medical products for the repair, 
reconstruction, and regeneration of bone and soft tissue. The project, 
funded by the University of Toronto, the Ontario Research and 
Development Challenge Fund (ORDCF), GenSci, and other partners, will 
investigate the use of certain proteins and molecules to develop biolog- 
ic-based products for bone repair. Research will include work on bone 
morphogenetic proteins (BMP), which are the molecules responsible for 
bone growth and regeneration. 


GenSci was awarded four additional US patents, significantly strength- 
ening the company’s intellectual property portfolio. 


Douglass Watson was appointed as the company’s new President and 
CEO in 2001. 


Website: www.gensci.bc.ca 


The Fund invested $500,000 in GenSci in January 1997. On March 31, 
2002 the market value of this investment was $56,000. 


Canada (TSE:GD) 


GLYCODesign Inc. 
IIIS 


Goal To discover and develop novel glycotherapeutics for the treat- 
ment of life-threatening diseases such as cancer, cardiovascular dis- 
ease, inflammatory and infectious diseases. 


Expertise GLYCODesign is a world leader in glycobiology. Its unique 
technology platform, customized for glycobiology, is used to discover, 
develop and deliver a broad pipeline of glycotherapeutics. 


Progress 

Cancer Program GLYCODesign’s lead anti-cancer compound, GD00339, is 
in Phase Il clinical trials for metastatic renal cancer, in North America 
and France. 


Antithrombotics Program GLYCODesign’s lead antithrombotics candi- 
date, GH9001, began a Phase | clinical trial in December 2001. This trial 
is being conducted in partnership with Leo Pharmaceutical Products Ltd. 
(LEO) and will establish dosing and safety for both intravenous and sub- 
cutaneous administration. 


GLYCODesign’s ATH coating, an antithrombin-heparin for use on devices 
that come into contact with blood, is currently in pre-clinical develop- 
ment, showing very promising results. 


The company also has a series of earlier stage programs developing drug 
candidates for the treatment of inflammatory and infectious diseases. 


Strategic Partnerships 

In July 2000, GLYCODesign entered into a joint venture with LEO of 
Denmark to develop novel drug candidates for the treatment of 
cardiovascular diseases. LEO manufactures GH9001 for the compa- 
nu’s Phase | clinical trial. GLYCODesign and LEO are seeking a third 
party pharmaceutical company to complete the later-stage develop- 
ment of this product. 


In August 2001, GLYCODesign signed a research collaboration agree- 
ment with The Brigham and Women’s Hospital, a major teaching hospital 
affiliated with Harvard Medical School in Boston, Massachusetts, to 
explore the biological functions of CD44-HCELL, a unique glycoform of 
an adhesion molecule present on certain cell surfaces. Subsequent to 
this agreement, GLYCODesign licensed a cell line expressing HCELL with 
the University of South Florida. This research will focus on antibodies to 
CD44-HCELL and their potential therapeutic effectiveness in leukemias, 
inflammatory disease and stem cell biology. 


Website: www.glycodesign.com 


The Fund has invested $578,000 in GLYCODesign to date. On March 31, 
2002 the market value of this investment was $211,000. 


Hemosol Inc. Canada (TSE:HML; NASDAQ:HMSL) 


Goal To develop a global multi-product pipeline based on 
proprietary technologies for use initially in the treatment 
of hemoglobin deficiencies. The immediate focus is the 
commercialization of Hemolink”, the company’s lead 
hemoglobin replacement product. Areas of continued 
development also include other hemoglobin deficiency 
market segments, drug delivery, alternative sources of 
hemoglobin supply, and cell and immune therapy 
technologies. 


Expertise Hemosol’s depth of experience is in protein 
chemistry and blood cell expansion technology. 


Progress Hemolink™ has completed a pivotal study in 
Canada and has demonstrated that Hemolink™ has the 
ability to reduce the risk of infection, is universally accept- 
able, deploys no cellular material other than hemoglobin, and is 
at least twice as effective at delivering oxygen to cells as donor 
red blood cells. U.S. trials of Hemolink™ are ongoing. 


In 2001, Hemosol began construction of its new 120,000 square-foot 
manufacturing plant and offices in Mississauga, Ontario. This new facility 
will have an initial production capacity of 300,000 units of Hemolink™ per 
year when it is fully completed in 2003 and is expandable to 600,000 
units. Management and staff moved into the new offices in December 2001. 


In 2001, Hemosol: 
e Successfully completed a secondary offering in the United States, rais- 
ing approximately $65 million U.S.; 


Filed for regulatory approval to market Hemolink™ in the U.K.; 


Upgraded its existing Hemolink™ production facility to 25,000 units 
per year to provide product to ongoing clinical trials and to meet initial 
demand in Canada and the U.K.; 


Amended its U.S. clinical program to include a cardiac bypass grafting 
surgery trial, and at the end of 2001 was in the process of adding 
three further clinical studies, which will support the ongoing global 
registration strategy and pave the way for the design and execution of 
a pivotal U.S. study; and 


Established a global marketing strategy, seeking near-concurrent reg- 
ulatory approvals from key markets: the United Kingdom, Europe, and 
the United States. Hemosol intends to obtain approvals and commer- 

cialize Hemolink™ in the United Kingdom in late 2002, Europe in 2003, 
and to file a BLA in the U.S. in 2003. 


HEMOLINK 


Hemosol’s expertise in the bioconjugation of proteins is also being used 
in the development of its own late-discovery phase drug delivery prod- 
ucts directed at anti-viral and anti-cancer therapeutics. The company’s 
cell expansion technology includes a process to expand hemoglobin- 
producing cells, which could eventually lead to a raw-material source of 
Hemolink™ and a process to expand therapeutic gamma delta T cells for 
the treatment of patients with Chronic Myelogenous Leukemia, already 
approved for a Phase | clinical trial in Canada. Several other promising 
projects in the discovery phase of development round out the compa- 
ny’s products in development. 


Website: www.hemosol.com 


The Fund has invested $3.1 million in Hemosol to date. On March 31, 
2002 the market value of this investment was $2.3 million. 
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Synaptic Pharmaceuticals Corporation 
IIIS 


Goal To discover and design potential drugs utilizing Synaptic’s large 
portfolio of patented G Protein-Coupled Receptors (GPCR) targets and 
its small molecule chemical library. 


Expertise Synaptic believes that its competitive advantage derives 


from being the first company to be involved in genomics and functional 


genomics, and from its ability to identify endogenous ligands for newly 
discovered receptors. 


Progress In September 2001, the company closed on a two-stage 
$41.0 million U.S. private financing. 


In August 2001, the company was awarded a patent for a receptor linked 


to pain, blood pressure regulation, insulin release and appetite, as well 
as anxiety, psychosis and cognition. 


Synaptic Pharmaceutical’s current research programs fall into the thera- 


peutic categories of CNS, metabolic disorders and urology. 


The companu’s practice of establishing close working relationships with 
major drug companies has resulted in it receiving, a total of $62.3 mil- 
lion U.S. in licensing fees, research funding and milestone payments. 


The company is collaborating with Griinenthal GmbH on discovering 
compounds for the alleviation of pain and with Kissei Pharmaceutical 
Co., Ltd. in a functional genomics collaboration to identify novel GPCRs 
that can provide new drug discovery targets for Kissei. 

Website: www.synapticcorp.com 


To date the Fund has realized $600,000 in capital gains in Synaptic 


and continues to hold an investment of $590,000. On March 31, 2002 


the market value of this investment was $552,000. 


Telik, Inc. 
ad tad Dd 


Goal To discover, develop, and commercialize small molecule drugs to 
treat cancer and other serious diseases for which there is a significant 
demand for new therapies. 


Expertise Telik’s TRAP technology exploits the fundamental principle 
= that a drug causes its effects in the body by interacting with proteins. 
< By developing profiles of how small molecules interact with a panel of 
.) reference proteins, Telik is able to profile a disease target protein and 
: identify product leads more rapidly than with alternative technologies. 


: Progress: Telik uses its patented TRAP chemogenomics technology in 
the discovery of its proprietary drug candidates, for drug discovery 
collaborations with pharmaceutical and biotechnology companies and 
academic institutions. 


Telik’s most advanced drug candidate, TLK286, is being developed for 


= 


United States (NASDAQ:SNAP) 


United States (NASDAQ:TELK) 


the treatment of major cancers that are resistant to standard treat- 
ments. During 2001, data from Phase | clinical trials were presented 
which demonstrated that TLK286 was well-tolerated and showed evi- 
dence of clinical benefit in multiple refractory cancer types. TLK286 
also advanced into Phase II clinical trials in colorectal, ovarian, and 
non-small cell lung and breast cancers. 


A second product candidate, TLK199, recently entered a Phase I-lla 
clinical trial for the treatment myelodysplastic syndrome, a pre- 
leukemia condition. TLK199 may also be evaluated for the treatment 
of depleted white blood cell levels caused by cancer chemotherapy. 


Telik has other small molecule candidates for cancer and inflammatory 
disease in its pipeline, as well as a family of orally active insulin recep- 
tor activators for Type 2 diabetes. In collaboration with the University 
of Arizona Cancer Center, Telik is using TRAP to identify and evaluate 
new potential cancer drug targets for development. 


In October 2001, Telik completed a follow-on offering raising $29.9 million 
U.S. in gross proceeds. 


Website: www.telik.com 


The Fund invested $683,000 in Telik in December 1995. On March 31, 
2002 the market value of this investment was $2.3 million. 


Triangle Pharmaceuticals, Inc. 
882 


United States [(NASDAQ:VIRS) 


Goal To develop effective solutions for serious viral diseases, with a 
focus on therapies for HIV, including AIDS and the Hepatitis B virus. 


Expertise Triangle is capitalizing on its development, clinical and reg- 
ulatory expertise, as well as on advances in virology and immunology, 
to develop compounds that can be used alone or in combination (coac- 
tively) to treat serious diseases. 


Progress e Triangle plans to submit a New Drug Application (NDA) in 
the third quarter of 2002 for their leading HIV drug Coviracil®. Triangle 
stands to receive potential reimbursement milestones from Abbott 
Laboratories of up to $85 million U.S. upon receiving regulatory approval 
and the launch of Coviracil for the treatment of HIV in the U.S. and Europe. 


© Received positive results for a Phase I/II trial for hepatitis B vaccine 
in December 2001. This is Triangle’s first step towards developing a 
therapeutic vaccine for use in combination with the company's 
antiviral drug candidates. 


© Raised $75.0 million U.S. in a two-stage common share offering in 
August and October 2001. 


e Signed a corporate agreement with Virologic to assist in the clinical 
evaluation of new anti-HIV agents. Triangle will use Virologic’s phe- 
notype drug resistant assay PhenoSense™ HIV, to asses drug activi- 
ty of new antiretroviral agents against HIV. 


© The company plans to initiate several Phase Il clinical trials in HIV 
and Hepatitis B during 2002. 


The Fund originally invested $500,000 in Avid Corporation, which was 
acquired by Triangle in 1997. On March 31, 2002 the market value of 
the Triangle common shares received to date in exchange for Avid 
shares was $226,000. 


UltraVision Corporation Canada (CONX:UVC) 


88202 


Goal UltraVision’s strategic objective is to be a global contact lens 
company dedicated to the development, manufacturing and commer- 
cialization of innovative products and services. 


Expertise UltraVision has developed numerous unique and revolu- 
tionary vision care products made of carbosilfocon used in the 
Epicon™ contact lenses. 


Progress In March 2001, the company announced the completion of 
a $12.8 million financing to fund working capital requirements and fur- 
ther development for the manufacturing facilities in Saint-Hubert 
(Quebec). 


In August 2001, the company announced that Mr. Robert Doyon has 
been appointed President and Chief Executive Officer. 


In October 2001, the company announced the closure of its Campbell, 
California location to consolidate all North American activities in the com- 
panu’s new state-of-the-art Saint-Hubert, Quebec facilities. UltraVision 
also announced two nominations, Mr. Philip Lang as Corporate Vice 
President of Sales and Claudie Charbonneau as Chief Financial 
Officer. 


UltraVision is a vision care company dedicated to the development, 
manufacturing and marketing of high quality and innovative specialty 
contact lens technologies. UltraVision’s broad product line includes 
twelve FDA approved contact lens products and Ultra-C™ and Epicon™ 
using their revolutionary new material carbosilfocon. UltraVision cur- 
rently distributes its products in over forty countries around the world. 


Website: www.ultravision.com 


The Fund invested $500,060 in UltraVision in May 1996. On 
March 31, 2002 the market value of this investment was $15,000. 


Improved Drug Discovery 
®@eee@ 


arge 
irgets into pre clinical 


Company Area of Private/ Country Original Amount Quoted Market Value Increase/ Corporate Partnerships 
Expertise Public Investment Invested March 31, 2002 (Decrease) 
Date ($) Including Dispositions in Value 
($) (%) 
Ciphergen Biosystems Protein Analysis Public US. September 1998 $1,492,000 $1,882,000 26% Beckman Coulter, Pfizer, Invitrogen 
MDS Proteomics Inc. Proteomics Private Canada April 2000 $1,000,000 N/A N/A IBM, Abgenix, Agilent Technologies, Zyomix 


Tm Bioscience Corporation DNA Products Public Canada January 1997 $437,000 $1,045,000 139% Luminex, MetriGemix, Procrea Biosciences 
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Ciphergen Biosystems, Inc. 
8229 


United States (NASDAQ:CIPH) 


Goal Ciphergen’s goal is rapid sales growth from selling ProteinChip® Systems 
and Arrays to life science researchers worldwide for discovering, validating and 
applying biomarkers to drug development and early disease detection. 


Expertise Ciphergen specializes in surface chemistries, biology-friend- 
ly software, molecular weight detection and applications protocols for 
proteomics. With little training, customers obtain results in hours or 
days instead of months or years. 


Progress Total revenue increased 113% to $19.0 million U.S. up from 
$8.9 million U.S. in 2000. The installed base now exceeds 250 systems. 


e Ciphergen acquired the BioSepra process chromatography business in 
mid-2001 for $12 million U.S. BioSepra had $5.9 million U.S. in revenue 
in 2000 and is the launching pad for Ciphergen’s Process Proteomics 
effort, a continuum of products based on similar chemistries to allow 
purification scale-up from “on chip” to spin columns and larger 
columns all the way to large scale manufacturing-thus entering a 
roughly $ 4 billion U.S. market opportunity. 


e Ciphergen’s Biomarker Center™ business continued to expand, including the 
announcement of a collaboration with Pfizer in the area of predictive toxicology. 


e 


Cipergen’s ProteinChip Biology System was used in a groundbreaking 
ovarian cancer detection study conducted by the National Cancer 
Institute and the Food and Drug Administration, the results were pub- 
lished in February 2002 in Lancet. 


Ciphergen designs, manufactures and sells ProteinChip Systems and 
disposable arrays for acquiring, analyzing and managing protein infor- 
mation to improve the diagnosis, monitoring and treatment of disease. 


Website: www.ciphergen.com 


The Fund has invested $1.5 million in Ciphergen to date. On 
March 31, 2002 the market value of this investment was $1.9 million. 


Double Twist Inc. 
errr) 


Subsequent to the end of the year DoubleTwist'’s inability to continue to 
access Capital led to the company's failure. Although the market for 


* bioinformatic’s tools is estimated at more than $1 billion U.S. it appears 
2 that the majority of that money is being spent inside pharmaceutical 


The Health Care and Blotechnalogy Venture Fund 


companies and not on outside providers like Double Twist. 


Despite having numerous customers including such well known compa- 
nies as Affymetrix, Chiron, Hitachi and Merck, DoubleTwist’s business 
model of providing genomic information to pharmaceutical companies 
did not succeed in this constantly evolving sector. 


MDS Proteomics Inc. 
2282 


Canada 


Goal To revolutionize the discovery and development of new medi- 
cines through the application of novel, ultra sensitive, high throughput, 
functional proteomic approaches to disease. 


Expertise MDS Proteomics has developed exceptional capabilities in 
proteomics systems, technology, supercomputing, drug design, screen- 
ing and biology and is uniquely positioned to build an effective bridge 
between gene discovery and therapeutic development. 


Overview MDS Proteomics is a product focused company who's inte- 
grated platform is being used in collaborations with pharmaceutical and 
biotechnology companies as well as for the development of the compa- 
ny’s own product pipeline. Employing over 200 people in its proteomics 
facilities in Europe and North America, the company focuses on drug 
target discovery and validation for both antibody and small molecule 
therapeutics. 


Progress e Opened state of the art research facilities in Odense, 
Denmark and Toronto, Canada — as well, established facilities in Boston, 
and Charlottesville, USA; 


@ Pioneered novel, proprietary methodologies combined with laser cap- 
ture micro-dissection techniques to study biopsy material with only a 
few thousand cells, generating proteomic data directly from human 
tumours thus demonstrating the principle of personalized medicine; 


@ Identified novel proteins in important cellular compartments such as 
the nucleolus and the mitochondria, which the company is now 
assessing with their advanced algorithms as potential drug targets; 


e Discovered and selected as drug targets several novel proteins in a 
well-studied protein pathway, called Ras, which is known to be closely 
associated with several types of cancer and advanced them into drug 
discovery using LeadFinder; 


© Designed a focused library of small molecules using their computer- 
aided drug design capabilities and developed assays to be used to 
screen this library to discover hits against a novel MDS Proteomics 
target implicated in cancer; 


@ Identified novel disease-associated protein antigens in cell mem- 
branes that the company intends to advance to therapeutic antibody 
development in collaborations with Abgenix; 


Identified protein complexes associated with approximately 30% of 
the proteins in the yeast Saccharomyces cerevisiae, revealing signifi- 
cant new biological insight into the potential function of numerous 
pathways in a model organism that are directly transferable to 
human cells; 


e Entered into a clinical alliance with Partners Healthcare in Boston, 
speeding the discovery of new medicine by gaining a deeper under- 
standing of how to utilize the study of protein-protein pathways to 
improve care; 


e Launched (with IBM) Blueprint Worldwide INC, a not for profit biomol- 
ecular database whose goal is to accelerate drug discovery with the 
world’s most comprehensive collection of biomolecular data; 


© Signed an executive agreement with Abgenix to develop proteomic- 
based antibody therapies. 


Website: www.mdsproteomics.com 
The Fund invested $1.0 million in MDS Proteomics in April 2000. 


Tm Bioscience Corporation 
#822 


Canada (CDNX:TMC) 


Putting the Human Genome to Work™ 


Goal Tm Bioscience intends to become a market leader in the com- 
mercialization of DNA microarray products by designing, developing 
and manufacturing arrays for disease diagnosis and drug development 
applications. 


Expertise Tm Bioscience has developed technologies and expertise 
that allow genetic defects to be detected rapidly, accurately and eco- 
nomically. One aspect of this technology enables genetic tests to be 
99.9989% accurate, providing a major technological advantage over 
existing genetic testing platforms. 


Progress In 2001 Tm Bioscience validated two proprietary open plat- 
form array products: Tm100 and Tm1000. These universal arrays pro- 
vide customers with a high throughput, accurate, low cost and flexible 
genetic testing platform. Tm Bioscience signed a licensing agreement 
with Luminex, who will manufacture and distribute the Tm100. This 
Luminex Tm100 platform was launched during the first quarter of 
2002. The recently validated Tm1000 is now available for licensing. 


Tm Bioscience is now seeking partnerships with gene content compa- 
nies to develop diagnostic and drug development arrays on the Tm100 
and Tm1000 platforms. An example of this business model is the 
Letter of Intent Tm signed with PROCREA BioSciences of Montreal. This 
Letter of Intent will explore the feasibility of building an endometriosis 
gene-based diagnostic test using PROCREA’s proprietary gene 
sequence data, MetrioGene™. Tm has also produced a prototype coagu- 
lation diagnostic microarray to identify patients with the genes associ- 
ated with thrombophilia, an inherited susceptibility to blood clots. 


Website: www.tmbioscience.com 


The Fund has invested $437,000 in Tm Bioscience to date. On 
March 31, 2002 the market value of this investment was $1.05 million. 


accounted for 54% of revenu 
company reduced long term debtness by 5 
a revenue backlog o 


Company Area of Private/ Country Original Amount Quoted Market Value Increase/ 
Expertise Public Investment Invested March 31, 2002 (Decrease) 
Date ($) Including Dispositions in Value 

(3) (%) 

Networc 

Health Inc. Rehabilitation Clinics Private Canada August 1997 $279,000 N/A N/A 

Redwood Micromachined 

MicroSystems, Inc. Valves Private U.S. August 1993 $1,380,000 N/A N/A 

Systems Software Products 


Xcellence Inc. for Health Care Public Canada May 1997 $500,000 $177,000 (65%) 
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Canada 


Life Imaging Systems Inc. 
ddd 


Life Imaging Systems Inc., a three-dimensional (3D) ultrasound compa- 
ny with OEM collaborations with Hitachi, B-K Medical and Nucletron has 
ceased operation. The difficult financing environment coupled with a 
slow uptake by LIS’s partners contributed to the companu’s demise. 


United States 


Redwood Microsystems, Inc. 
2299 


Goal The company's goal is to design and manufacture proprietary 
MEMS [Micro-Electro-Mechanical Systems) based fluid control systems, 
which enable competitive processes at its customers in the semicon- 
ductor and instrument industries. 


Expertise The company designs and manufactures silicon, micro-fab- 


ricated valves and valve-based subsystems using semiconductor man- 
ufacturing techniques. 


Progress The company is continuing to look at commercial applica- 
tions for their microvalves, pressure regulators, mass flow controllers 


and integrated gas and liquid delivery systems. Redwood’s MEMS-Flow™ 


products offer improved functionality and decreased costs, as a result 
of their smaller size, better performance and increased reliability over 
competitive products. 


In addition to applications in the semiconductor industry Redwood’s 
products exist or have applications in biotechnology, analytical instru- 
mentation, environmental monitoring, industrial process control and 
medical instrumentation. 


The Fund has invested $1.4 million in Redwood to date. 


Networc Health Inc. 
rrr) 


Canada 


Goal To help employers better manage their workforce absenteeism 
through workplace disability Management Solutions and Occupational 
Health Services. This is supported through the provision of surgical, 
medical and rehabilitation services in private health care centres across 
Canada. 


Expertise Networc is a Calgary-based company that is led by a team 
of prominent business people and health care professionals who pro- 
vide third-party payers and public funding agencies with access to 
health care services. 


Progress Networc has been growing its workplace health solution 
services and recently commenced a comprehensive Occupational 
Health service in Western Canada as well as having made a strategic 
acquisition of At Work Health, an Occupational Health Service Provider in 
Ontario. The company is continuing its work with the Alberta College of 
Physicians and Surgeons as they establish the guidelines for extended 
stay surgeries in Private Surgical Centres. 


Networc provides both insured and uninsured medical services and gen- 
erates revenue from contracts and service agreements with insurers, 
Workers’ Compensation Boards, public funding agencies, employers, 
unions and individuals. 


The health care industry in Canada continues to evolve as it addresses 
issues of access, quality and cost. Networc Health Inc. will continue its 
growth in the Canadian health care market while supporting and com- 
plementing the publicly funded health care system. 


Website: www.networc.com 


The Fund has invested $279,000 in Networc Health. 


Systems Xcellence Inc. Canada (TSE: SXC) 


IIIA 


Goal Systems Xcellence (SXC) intends to capitalize on current market 
trends including: 


@ An aging population demanding more pharmaceuticals, 
e Acute shortage of pharmacists, 

@ Growing concern over medication errors, 

e Increased demand for on-line benefits services, and 

© Government regulatory requirements 


To emerge as North America’s leading provider of real-time, point-of-care 
solutions for the pharmaceutical health care sector. 


Expertise The company’s solutions offer its customers comprehen- 
sive pharmacy benefits management, claims switching and processing, 
drug dispensing, data warehousing and analysis and rebate contract 
management systems. SXC delivers these solutions to its customers as 
software products bundled with systems implementation and consult- 
ing services, or on an ASP or facilities management basis from its data 
centers in Scottsdale, Arizona and Lombard, Illinois. 


Progress Systems Xcellence reported that revenues increased 55% to 
$39.1 million in fiscal 2002 over 2001 and the contracted revenue back- 
log totalled $61.8 million at February 28, 2002. 


Overview Systems Xcellence is headquartered near Toronto, Ontario 
with offices and processing centres in Lombard, Illinois, Scottsdale, 
Arizona and Victoria, British Columbia. SXC is a leading provider of 
health care information technology solutions and services to the health 
care benefits management industry. The companu’s solutions combine 
a wide range of proprietary software applications, ASP processing serv- 
ices and professional services aimed at the nations largest pharmacy 
benefit managers (PBMs), managed care organizations (MCOs), Blue 
Cross/Blue Shield plans, retail pharmacy chains and other health care 
intermediaries. Major customers include AdvancePCS, Walgreens Co, 
CVS Pharmacy, Pharmacare, Eckerds, Sierra Health, First Health, 
NDCHealth, Cardinal Health, Pacificare and nine Blue Cross/Blue Shield 
plans. 


In March of 2001, SXC acquired the assets of its largest U.S.-based com- 
petitor, ComCoTec, Inc. of Lombard, IL, in a cash deal valued at $24 mil- 
lion. To finance the acquisition, SXC raised $13 million in long-term debt 
and $13 million in equity through a Special Warrants offering. As a 
result, Systems Xcellence has emerged as North America’s largest phar- 
macy information processing solutions business. 


Website: www.systemsxcellence.com 


The Fund invested $500,000 in Systems Xcellence in May 1997. On 
March 31, 2002 the market value of this investment was $177,000. 


al Review 


During the year ended December 31, 2001, the Fund took advantage of opportunities to 
fully liquidate its investments in AnorMed Inc. and Neurocrine Biosciences, Inc. These 
dispositions resulted in net realized gains of $12.2 million, a large portion of which was 
an unrealized gain until the time of the dispositions in 2001. This contributed to the 
decrease in the unrealized appreciation of the portfolio of $10.7 million. The net increase 
in the portfolio value during the year of approximately $1.5 million was the largest con- 
tributor to the Fund's increase in net assets from operations during the year of approxi- 
mately $1.3 million. 


Responsibility for Financial Reporting 


The accompanying financial statements of The Health Care and Biotechnology Venture 
Fund [the “Fund”] are the responsibility of MDS Capital Corp., the Manager of the Fund. 
They have been prepared by the management in accordance with Canadian generally 
accepted accounting principles using information available as of January 18, 2002, 
and management's best estimates and judgements. 


Management has developed and maintains a system of internal controls to provide rea- 
sonable assurance that all assets are safeguarded and to produce relevant, reliable 
and timely financial information. 


The Board of Trustees approves the year-end net asset value of the Fund and discharges 
its responsibility for reviewing and approving the financial statements primarily through 
the activities of its Audit Committee, which is composed of members of the Board of 

Trustees. The Audit Committee meets with management and the independent auditors to 
review both the financial statements and the results of the audit examination. The inde- 
pendent auditors have unrestricted access to the Audit Committee. The Audit Committee 


’ Report 


To the Unitholders of 
The Health Care and Biotechnology Venture Fund 


We have audited the statements of net assets and unitholders’ equity and investment 
portfolio of The Health Care and Biotechnology Venture Fund as at December 31, 2001 
and 2000 and the statements of operations, changes in unitholders’ equity and cash 
flows for the years then ended. These financial statements are the responsibility of the 
Fund’s management. Our responsibility is to express an opinion on these financial 
statements based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing 
standards. Those standards require that we plan and perform an audit to obtain rea- 
sonable assurance whether the financial statements are free of material misstatement. 
An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing the account- 
ing principles used and significant estimates made by management, as well as evalu- 
ating the overall financial statement presentation. 


As the Fund approaches its termination on or before February 28, 2004, its investment 
activity is declining. During the year, the Fund made one small follow-on investment for 
$0.1 million. Further, the Fund made a distribution to Unitholders of $12,240,000 or 
$2.73 per unit to distribute the Fund’s taxable income for 2001. In addition, the Fund 
made a distribution of $1,196,000 or $0.27 per unit as a return of capital to Unitholders. 


also considers, for review by the Board of Trustees and approval by the unitholders, the 
engagement or reappointment of the independent auditors. 


The financial statements have been audited by Ernst & Young LLP Chartered Accountants. 
The auditors’ report outlines the scope of their audit and their opinions on the financial 


statements. 
a) bon 


L Ky pee 
Brian M. Baker 


Edward K. Rygiel 


President and Chief Executive Officer 

MDS Capital Corp. 

Chairman and Trustee 

The Health Care and Biotechnology Venture Fund 


Vice President, Finance 
MDS Capital Corp. 


In our opinion, these financial statements present fairly, in all material respects, the 
net assets and unitholders’ equity and investment portfolio of the Fund as at 
December 31, 2001 and 2000 and the results of its operations and the changes in 
unitholders’ equity and its cash flows for the years then ended in accordance with 
Canadian generally accepted accounting principles. 


Bret x 


Ernst & Young LLP 


Chartered Accountants 


LLP 


Toronto, Canada, 
January 18, 2002. 
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Statements of Net Assets and Unitholders’ Equity 
-) ~ Jd ~) A Unit Trust established in accordance with the laws of the Province of Ontario 
. As at December 31 2001 2000 
(In thousands of dollars, except Trust Units and per Trust Unit amounts) $ $ 
Assets 
Investments, at estimated fair value [note 3] 19,749 31,982 
Cash and cash equivalents [note 3] 8,669 — 6,517 
Short-term investments [note 3] 5,697 18,419 
Accounts receivable and prepaid expenses 6,663 258 
40,778 52,176 
Liabilities 
Accounts payable and accrued liabilities 111 125 
Due to MDS Capital Corp. [note 5] 2,447 57 
Provision for contingent incentive fees [note 5] 4,957 7,086 
Distribution payable to unitholders [note 6] 13,436 17,915 
20,951 25,183 
Net assets and unitholders’ equity [note 4] 19,827 31,993 
Trust Units outstanding 4,478,646 4,478,646 
Net asset value per Trust Unit $4.43 $7.14 


See accompanying notes 


Vales Gi, 
On behalf of the Trustees: ; ky ‘ bias C 


Edward K. Rugiel Thomas |. Campbell 
Chairman and Trustee Trustee 
Statements of Operations 
z = ae 
add Years ended December 31 2001 2000 
(In thousands of dollars) : $ $ 
Investment Income 
Interest and other income 543 1,074 
Expenses 
Management fees [note 5] 681 681 
Administrative 132 106 
4 Foreign exchange gain (354) (89) 
g Trustee fees 45 47 
a ee =<: = 504 745 
s Investment income less expenses 39 326 
Se 
3 Investment Performance 
F Net realized gain on investments 12,201 11,676 
z Incentive fee expense (2,447) a 
z Change in unrealized appreciation in fair value of investments (10,652) 5,728 
a Change in provision for contingent incentive fees 2,129 (3,419) 
Hy Net investment performance 1,231 13,985 
2 


Increase in net assets from operations 1,270 14,311 
See accompanying notes 


its of Changes in Unitholders’ Equity 


ts of Cash Flows 


Years ended December 31 2000 
{In thousands of dollars) $ $ 
Investment in Trust Units, beginning of year 22,427 29,846 
Return of capital to unitholders [note 6] (1,196) (2,419) 
Investment in Trust Units, end of year 21,231 22,427 
Retained earnings, beginning of year 9,566 5,751 
Increase in net assets from operations 1,270 14,311 
Distribution to unitholders [note 6] (12,240) | (10,496) 
Retained earnings (deficit), end of year (1,404) _ 9,566 
1 
Unitholders’ equit 19,827 | 31,993 
See accompanying notes 
Years ended December 31 2001 2000 
(In thousands of dollars) $ $ 
Operating and Investing Activities 
Increase in net assets from operations 1,270 14,311 
Add (deduct) items not involving cash 
Net realized gain on sale of investments (12,201) | (11,676) 
Change in unrealized appreciation in fair value of investments 10,652 (5,728) 
Change in provision for contingent incentive fees (2,129) | 3,419 
(2,408) 326 
Purchase of investments (57) | (2,150) 
Proceeds on disposal of investments 210s) 13,464 
Purchase of short-term investments (11,150) — (24,253) 
Proceeds on disposal of short-term investments 23,872 «| 8,084 
Net change in non-cash working capital balances related to operations 2,600 3,553 
Cash provided by (used in) operating and investing activities 20,067 (976) 
Financing Activities 
Distribution paid to unitholders (17,915) | = 
Cash used in financing activities (17,915) a = 
Net increase (decrease) in cash and cash equivalents during the year 2,152 (976) 
Cash and cash equivalents, beginning of year 6,517 | 7,493 
Cash and cash equivalents, end of year 8,669 | 6,517 
Non-cash investment transactions excluded from statements of cash flows 
= Share-for-share exchanges - | 4,283 
Interest receivable settled in shares - 29 
Unsettled trades outstanding 6,629) = 
6,629 4,312 


See accompanying notes 


The Health Care ond Biotechnology Venture Fund Ca ‘Annual Report 2001 


nology Venture Fund € ‘Annual Report 200% 


. 
techn 


‘! — 
Lok ae 
and Bote 


ee 


a 


Statements of Investment Portfolio 
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As at December 34 
(In thousands of dollars} 


Investments 2001 2000 Stock exchange 

$ $ and symbol [1] Location 
New Treatments 
Acorda Therapeutics, Inc. 755 755 New York 
AnorMED Inc. _ 506 TSE:AOM British Columbia 
Celgene Corporation 1,042 1,042 NAS:CELG New Jersey 
Drug Royalty Corporation Inc. 1,050 1,050 TSE:DRI Ontario 
GenSci Regeneration Sciences Inc. 500 500 TSE:GNS Ontario 
GLYCODesign Inc. 577 577 TSE:GD Ontario 
Hemosol Inc. 3,037 3,037 TSE:HML Ontario 
Neurocrine Biosciences, Inc. - 1,131 NAS:NBIX California 
Star Biotech Inc. 566 567 Saskatchewan 
Synaptic Pharmaceutical Corporation 590 590 NAS:SNAP New Jersey 
Telik, Inc. 683 683 NAS:TELK California 
Triangle Pharmaceuticals, Inc. 599 599 NAS:VIRS North Carolina 
UltraVision Corporation 500 500 CDNX:UVC Quebec 
Improved Drug Discovery 
Ciphergen Biosystems, Inc. 1,492 1,492 NAS:CIPH California 
DoubleTwist, Inc. 1,117 1,060 California 
MDS Proteomics Inc. 1,000 1,000 Ontario 
Tm Bioscience Corporation 437 43? CDNX:TMC Ontario 
Health Care Delivery 
Life Imaging Systems Inc. 1144 414 Ontario 
Networc Health Inc. 

[formerly Networc Health Care Inc.] '*! 279 279 Alberta 
Redwood MicroSystems, Inc. 1,380 1,380 California 
Systems Xcellence Inc. 500 500 TSE:SXC Ontario 
Total cost 16,215 17,796 
Unrealized appreciation 3,534 14,186 
Estimated fair value 19,749 31,982 


OE 


[1]  Nostock exchange or symbol denotes a private company. 


[2] The Fund holds warrants or options to purchase the following securities: 


Description of Warrants and Options 


a 


As at December 31, 2001 


Closing quoted 


Description Exercise market price 
Investment of security price ofshares _ Expiry date 
Ciphergen 1,290 commonshares $1.16 US. $8.00 U.S. | November 3, 2009 
Biosystems, Inc. 1,290 commonshares $3.49US. August 9, 2010 
500 commonshares $4.86US. August 22, 2011 
GenSci Regeneration 438 commonshares $1.75 Cdn. $0.11Cdn. June 8, 2010 
Sciences Inc. 
Life Imaging 6,297 preferredshares $0.01 Cdn. = January 12, 2005 
Systems Inc. 2,516 preferredshares $0.01 Cdn. March 31, 2005 
2,516 preferredshares $0.01 Cdn. May 10, 2005 
8,414 preferredshares $0.01 Cdn. June 16, 2005 
Networc Health Inc. 333 commonshares $3.60US. = February 23, 2011 
Tm Bioscience 616 commonshares $1.40Cdn. $0.39Cdn. March 1, 2005 


Corporation 


See accompanying notes 


inancial Statements 


Nature of the Fund 

The Health Care and Biotechnology Venture Fund [the“Fund”] was established under 
the laws of the Province of Ontario pursuant to a Declaration of Trust on January 17, 
1992 as a closed-end investment unit trust with an initial term to February 28, 2002. 
The Trustees have elected to continue the Fund for an additional period of up to two 
years. The Fund will continue with the orderly winding up of its affairs with the inten- 
tion of divesting substantially all of its assets and distributing the net cash proceeds 
realized from the sale of such assets to unitholders on or before February 28, 2004. In 
the event the divestment and distribution of assets is completed prior to February 28, 
2004, the Fund will be wound up at that time. 


Summary of Significant Accounting Policies 

These financial statements have been prepared by management in accordance with 
Canadian generally accepted accounting principles within reasonable limits of material- 
ity and within the framework of the significant accounting policies summarized below: 


Basis of presentation 


Under the terms of the Income Tax Act (Canada), the Fund is not subject to income 
taxes to the extent that its taxable income in a year is paid or payable to a unitholder. 
As it is the intention of the Fund to make its taxable income for the year payable to the 
unitholders, these financial statements do not include any provision for income taxes. 


Use of estimates 


The preparation of financial statements in conformity with Canadian generally accepted 
accounting principles requires management to make estimates and assumptions that 
affect the reported amounts of assets and liabilities at the date of the financial state- 
ments, Actual results could differ from those estimates. 


Valuation of investments 


Investments are recorded at estimated fair value which is determined on a going-con- 
cern basis or, if appropriate, assuming an orderly disposition over a reasonable period 
of time. 


The Fund manages its investments to achieve long-term capital growth. However, the 
Opportunity to realize capital gains depends on a number of factors and management 
cannot predict the future date at which the Fund will divest of an investment in its 
portfolio. Therefore, fair value does not reflect an attempt by management of the Fund 
to estimate the ultimate proceeds from disposition when an investment is sold in the 
future. The valuation process uses, as much as possible, objective measures, but it is 
still based on assumptions and includes inherent uncertainties. Actual values realized 
when the Fund ultimately disposes of an investment will vary from the current esti- 
mate and the variation may be material. 


Public companies 

Investments in securities having quoted market values and which are publicly traded 
on a recognized stock exchange or an unlisted market [“public companies”] are record- 
ed at values based on the quoted market prices at the dates of the statements of net 
assets and unitholders’ equity. Warrants and options to purchase additional securities 
in public companies are valued using widely accepted financial valuation models. 


Private companies 

Investments in securities not having quoted market values [“private companies” ] are 
originally recorded at cost. They are revalued if a substantial arm’s length transaction 
establishes a different value. Where performance of an investment varies adversely 
from the Fund’s expectations, it is written down to net realizable value where appropri- 
ate. Warrants and options to purchase additional securities in private companies are 
valued at cost. 


The process of valuing investments for which no published market exists is inevitably 
based on inherent uncertainties and the resulting values may differ from values that 
would have been used had a ready market existed for the investments. 


Debt instruments 

Investments in debt instruments are valued at cost, with accrued interest or discounts 
earned included in interest receivable. Where payments are in arrears or there are 
other indications that it is unlikely the Fund will fully realize on the investment, a write- 
down or other provision is made. 


Debt instruments which are convertible into shares of a public company are generally 
valued at the greater of their estimated value based on the valuation approach 
described above for debt instruments and their estimated value as if they have been 
converted. Other securities which are convertible into shares of a public company are 
generally valued at the greater of their estimated value based on the valuation 
approach described above for private companies and their estimated value as if they 
have been converted. 


Investments denominated in foreign currencies 

Investments denominated in foreign currencies are valued using the exchange rate in 
effect at the dates of the statements of net assets and unitholders’ equity. Any result- 
ing foreign exchange gain or loss is included in the change in unrealized appreciation in 
value of investments. 


Investment transactions 


Investment transactions are recorded on a trade-date basis. Realized gains and losses 
from investment transactions are calculated on an average cost basis. 


Cash and cash equivalents 


Cash and cash equivalents consist of cash on deposit and short-term, interest bearing 
notes and treasury bills with a term to maturity of less than three months from the 
date of purchase. 


Short-term investments 


Short-term investments consist principally of short-term, interest bearing notes and 
treasury bills with a term to maturity greater than three months from the date of pur- 
chase. Such investments are recorded at fair value. Interest income is recorded on 
an accrual basis. 


Incentive fees 


MDS Capital Corp., as the Manager of the Fund [the "Manager'"], is entitled to an incen- 
tive fee based on 20% of cash available for distribution after an amount has been paid 
to unitholders in excess of a defined threshold. The threshold is equal to the paid-up 
subscriptions for the Trust Units plus cumulative management fees charged to date 
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[the “threshold”]. The incentive fee is earned by the Manager throughout the term of 
the Fund, but uncertainty regarding the amount of the fee exists until the time that the 
threshold has been fully paid to the unitholders and the portfolio is fully liquidated. 
The Fund recognizes a provision for contingent incentive fees based on the fair value 
of the Fund’s portfolio at the dates of the statements of net assets and unitholders’ 
equity. The provision assumes the Fund is liquidated at its current value. The total 
incentive fee which will ultimately be paid is dependent upon the value of the portfolio 
when it is realized and the total threshold at the date the Fund is liquidated. 


Incentive fees become payable to the Manager when a distribution to unitholders is 
declared that results in total distributions to unitholders exceeding the threshold. 


Foreign currency translation 


Realized and unrealized gains and losses arising from the translation of cash equiva- 
lents and short-term investments are recorded as an expense in the statements of 
operations. 


Financial Instruments 

Cash assets may be invested only in short-term debt obligations of, or guaranteed by, 
Canadian federal, provincial or municipal governments, and debt obligations rated R-1 
by Dominion Bond Rating Service Limited. Therefore, management does not believe the 
Fund is exposed to credit risk. 


As at December 31, 2001, cash and cash equivalents included U.S.$3,577,000 [2000 — 
U.S.$1,187,000]. As at December 31, 2001, short-term investments earn interest at 
2.2% and mature between January ¢ and February 1, 2002 [2000 - 5.6% to 6.3% and 
matured between January 12 and February 8, 2001]. 


Investments in public and private companies consist of debt, equity or equity equiva- 
lents. The Fund focuses on investing in businesses in the health care and life sciences 
sectors. However, the Fund attempts to diversify its portfolio by investing in compa- 
nies at various stages of development and with a variety of products, technologies or 
services. Furthermore, certain of the Fund’s investments are denominated in U.S. dol- 
lars and, consequently, the value of these investments can be influenced by the 
effects of foreign currency exchange fluctuations. The location of the investments [as 
disclosed on the statements of investment portfolio] indicates the underlying curren- 
cy of the investments. 


Unitholders’ Equity 

The Trustees may issue an unlimited number of Trust Units. All Trust Units rate equally 
with all others and are entitled to one vote at meetings of unitholders. During 2001 
and 2000, there were 4,478,646 Trust Units outstanding. 


Management and Incentive Fees 
Management fees 


The management fee is payable on a monthly basis at a rate of 1/12 of 2% of the 
adjusted unitholders’ equity, as defined, at the Fund’s prior year end. During the year, 
the Manager charged a management fee of $681,000 [2000 - $681,000] [including 
applicable Goods and Services Tax]. Of this amount, nil [2000 - $57,000] was payable 
at year end. 


Incentive fees 


The Manager is entitled to an incentive fee based on 20% of the cash available for dis- 
tribution after distributions to unitholders exceed the threshold. 


At December 31, 2001, the provision for contingent incentive fees of $4,957,000 [2000 
- $7,086,000] assumes the Fund is liquidated at the estimated fair value of the portfo- 
lio at the dates of the statements of net assets and unitholders’ equity. The total 
amount of the incentive fee which will ultimately be paid to the Manager is currently 
not determinable because of future changes in the Fund’s value. The ultimate amount 
that will be paid is contingent upon the values realized when the portfolio is fully liqui- 
dated and the timing of distributions to unitholders in excess of the threshold. 


Also as at December 31, 2001, an incentive fee of $2,287,000 [2000 - nil] is payable 
to the Manager based on distributions paid or payable to unitholders of $46,140,000 
since the inception of the Fund. 


Distribution Payable 


e) The Fund makes a distribution to unitholders each year based on its taxable income. 
Taxable income for the year is based on investment income less expenses and the net 


realized gain on investments as determined in accordance with the Income Tax Act 
(Canada). The Fund is entitled to certain deductions in calculating its taxable income, 
while certain expenses and losses recognized in the financial statements are not 
deductible for income tax purposes. In 2001, the Fund would report income for tax pur- 
poses before taking into consideration the distribution to unitholders. As a result, the 
Fund will make a distribution in the amount of $12,240,000 or $2.73 per unit [2000 - 
$10,496,000 or $2.34 per unit] to unitholders of record as at December 31, 2001. 


The Fund will also make a further distribution, related to December 31, 2001, in the 
amount of $1,196,000 or $0.2? per unit [2000 - $7,419,000 or $1.66 per unit] to 
unitholders of record as of December 31, 2001 representing a return of capital based on 
the stage of the Fund’s life cycle and its cash position. 


==3 Contingent Gain 
$ 


GLYCODesign Inc./Vascular Therapeutics, Inc. 


In August 1999, GLYCODesign Inc. [“GLYCODesign”] acquired all the issued and out- 
standing shares of Vascular Therapeutics, Inc. ["VTI"] in exchange for shares in 
GLYCODesign. The former VTI shareholders could receive additional shares in 
GLYCODesign if a Phase II clinical trial is commenced for one of VTl’s compounds by 
October 2002. The value of the future consideration which may ultimately be received 
on this transaction will be determined based on the actual number of additional shares 


issued and the fair value assigned to them at the time. The additional consideration 
will be recorded in the statements of operations when the number of additional shares 
to be received is determined. 
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Over the past 10 years ! 
the Health Care & Biotechnology Venture Fund x 
has realized $41.2 million 


in net capital gains. 
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